by Betty C. Churchill s

Recent Business Population Movements

THE number of operating businesses in the United Stafes
in mid-1953 reached a record of over 4 million firms, Duving
the firat half of the year the net gain wos about 30,000 firma—
& slower rido of growth than in the corresponding periods of
cach of the preceding years. Actually the change in
the totsl yumber of concerns has not besh very larps mnes
1948, when the business population levelad off following a
period of repid postwer growth. In the firet bolf of 1953,
new husinesses wers 6 percent below, and discontinuances
4 perceat sbove, the first half of the previous year,

- Contract constraction, with an inereass of 4 percent durin
the first six months of 1053, continued to reflect the In
rate of building activity. Fxcept for a slight loss in mining
ond quarrying, howewer, all major industrin]l segments con-
tributed (o the inerense in total bugines population during
the first gix months of 1953.

Revised estimates

.. Thi= article presents the fret genernl revision since 1949
of the business population estimates arly prepared by
the Office of Business Economica, as well as a{rwi review of
gignifican, trends and relationships in the new series. The
reviged dbin are shown by tha grentest industry desail avail-
able; the oumber of firms in cperation appearsin tables 1 and
4, and the new series on buslness turnover in, tables 2 and 5.
The offect of the revision upon the estimates of number of
firms in operation and ynumber of new businesses is not
large on an overall beais or in most industry %nupa. The
. eatimntas of number of firng in operation have been lowared
elightly for 1947 nnd prior yesrs. For the more recent pericd
the rovisad estimates show & somewhat higher rate of growth;
as of tha end of 1948 the new series about equaled the old,
gutr ag th the end of 1952 the now series exceeded the old by
the case of discontinued businessgs, ndditions] infors
mation indicates thot the former series was too high.
goms of the industry proups this overstatencentc in business
deathe continued for o number of Foars and bronght shout a
cemuletive understatement in the cstimabes of oumber of
operating firms. Delinitions of terms and the sowrces and
methods employed in the revision, are shown in the teohnical
notes ot the close of this article,

Composition of the business population

Business oip?ﬂmaﬁm ptatistize relate to the entirs privats
goononwy of the continental United Stesea except Fl:l‘ the
Selds of agriculture and the professiona] services. In the
aren covered nll firms ore included, regardless of size, axcept
that oo individual working on his own account is not coo-
siderad o business firmn unless he has cither an ostablished
plece of business or at least one paid employes. Although
& COLCErD MAY CRITY on A veriety of wcdivities, sach legal
entity is counted only ande and is dnssified by industey
according to the major activity of the firm 43 a whole.

NOTE-—MIEE CHORCHILL 18 A MEMBER OF THE EUBINEED ETRUOTORE
DIVISION, OFFIQE OF BURINERE EOCNOMIOS,

The bulk of ail businesses is smoll—three-fourths have
fewer than 4 employees while less than 2 percent of oll
firma smploy 50 or mote.

Betait trade hos bg" far the Inrgeat numbeor of firms,
1,860,00¢ (in mid-1963), or ahout 45 parcent of the total,
ollowed by the service indusilries with 740,000 firms or
about I8 poreent. These Ewp major industries, which
nccount for more than three-fifths of all eperating firms, are
fields in which small businesses sspeciolly tend to pre-
dominate,

Mining nnd q ing in 1953 had 38,000 fums or less
than @ percent of $he toinl; the transportation division
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Long-term trends

The moat Important single factor affecting tho business
population over the long term hos been the underlying
growth of renl demend and outpust, combined with the growth
of the human populstion. Another expansionnry long-term
footor haa besn tha increasing division of labor in our sgo-
nomie life, which haa opemed new opportunitics for enter-
prising firmg, On the other hend, the gain in size and
diversificotion of product lines ¢f the average business unit
hea been partly offsetting:
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At the turn of the 20th century, thera ware rou 1.5
million nonfexm business firma in operelion in tha United
States—or nbout 21 firme for each 1,000 people. At mid-
cantury thera wers 4 million firms in operntion or nsarly 27
firms per one thousand people. Tha business population
incronsed 2¥ times duwring the pagt 50 yeers while the huroan
populetion about duuhlnaﬁ.

Oyclical movemenis

Over shorter periods of time, the number of firms in
business tends to be respomsive to chanpes in husiness
conditions. Thus par eapits firms in operation are subject to
wide short-term voriationa. For exnmple, tha number of
firms per 1,000 peopls dropped from 25 ia 1920 to 22 in 1933,
reached 25 agnin in 1940 but fell to 21.5 in 1943. Ter
capita firme bave shown practically no variation in tha period
1948-53. sveraging about 27.

_-Tnbh L—=Nuuber of Ficme in Operadon by Major Induary
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The responsa of the husiness po];lu]aﬁan to changes in husi-
nes conditions is illustroted by the chort on page 11, This
shows the actunl number of firme in cperation and the “ox-
pected” number of firms calculoted from their relntionship
to real {constent dollar Privata £ross national produoct.!

The war-time “deficit" wos rapidly mede up after the end
of hostilities, The number of Ignm it operation incrensed
from slizhtly more than three million firms in mid-1945 to
:-]J;ﬂlﬂ it thany Tour million firms in mid-1948 with about

of the incrense oceuring during 1946,
Bince 1948 the number of Arms m operation has ivcreased

t. “I'no pnbpnlated or numtharof Brmg Inapeealion shoe 1o the chact (8 bagnd opon
S e SRS el Pt i LS o e, o e e
. LT . r B 4113 0 K
ul?n-'.nﬂfl-HL H414.H ¢, whom ¥ = mt }g&aﬂ n
.|

ey
ol —qRTIS N
uding Gavemmobl wind & Ltare {Ll bacw aff 193494 : tmthows I with
- . Nm&gm [ mm 0 year

wi). Tha coallleimt rednflscthip bs 997,

Joauary 19SS

by raupghly 50,000 firms or 1.2 percont arcl fyenr, calculated
on ar annual tverage basia. Examination of the data within
1949, however, shows that tha growth in ths business popuala-
tion elowed to half this rata in responsas to the mildly reces-
sionary influences in the early pars of that yenr. Informasion
for the fivat half of 1953 indicates o rate of growth higher than
that in 1949 but below ather recent yeara.

Industrial patterns

The relative changes in tha major divisions of the business
population sinee 1940 are depicted in tha chart below. All
gegments axcept manufocturing decreased during the war—

T i g R R TN R T

Relative Changes in Business Population
Wide voriations among indusinies in going
Feom prawar and wartime periods
PEROENT OHANGE

+20 +40 +80
1 ! 1

HANUFAQTURING
TRANSFORTATIO
ETGC. M
RETAL TAADE
SERVIDE
iNDUSTRIES
FIMANGE, £70,
MINING AND
QUARTRYiNG

t

4, % BEICARTAMRNT &F COMAMERER OFFCE O SUARNTIN DOl

J

IT =L 4F -

finance somewhat lezs than average and construodisn snd
transportation somewhat more. .

Cuirently all majore ts ara lorger than in 1940, The
nunther of construction firma has more thaa doubled : whole-
sele trede ond menufacturiog ore slso substenticlly hipher,
and rpore modest relative paine have occurred in findnce and
mining.

TE sontract conatruction industry was exesptionally
volatile under the dmr;gln%‘ eonditions sipes 1940, Durin
the war, the materiol shortnges and governmental u-:tm-mlg
were gspacinlly restrictive i the comstrustion industey.
The punt.-uﬁo emand for construetion of all types which
existed at the closs of the way resulted in & spectacular in-
cremse in the humber of sonstruetion firms.  From the middle
of 1945 to date, neardy one-fourth of the 1.1 million increnss
in the business population is accounted for by the contract
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construction industry. In 1945, the copstruction division
contained about 5% percent of oll firmy; the current propor-
tion iz over 1( pereant, '

After an enrly postwor period of rapid growth, the numbaer
of manufacturers decreased slightly during the year 1040—
s mavement which was also characteristic of most of the

upa within manufacturing. The downward trend begun
in 1949 in the oumber of firms in the food, textiles, loather
and stone sroups continued throngh 1952, The number of
metal product manufacturers, on the other hand, has con-
sistently risen since 1950—probably reflecting the Korsun
situation and the high durable goods demond by prodocers
b consumears,

Trends in trade and services

Although oll major divisions of tha hueiness population are
now higher than before the war, there ars a few lines in which
the number of firms iy currently mo higher than prewor,
notnbly in retail food lines and in the drugstore field. While
the number of diug firms in the business population is
currently as pumerous a8 befors tha war, the mumnber of
grocery firms in operation i elightly below prewor. The

Tabla 2 s untvtr of Wenr, Diseon tinued and Franslormed Busl neans
by Major Industry Division, 140-55
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declioe in ment and other food stores has been more pro-
nounced. In those lines the wertime decrease was consid-
erably preater thon aversge, and the postwar recovery in
number of firms wus somewhat less—an indication of the

nd Discontinved Businesses
Per 1,000 Finms in Operation
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effect of tha inerensing tendenoy toward chain atoras and
supsrmarkets, .

By fnr the largest incroase from prewor has beem in the
retal] appliznces nnd rodic field, in which the numbar of
firms is currently almpet three times the prewar mm:
Firms in the liquor business and homefurnishings
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cancerns were the only ratail
ber during the wor; these fiel
tin! postwor exponsion.
Among the servica induatyies, only firma npamtinj hotela
and laundries increased in number during the war, and practi-
cally all service indusities are larger in termz of number
of operating firms than before the war.  Most of the servies
industries fell off sliphtly during 1848, but the crent pop-

up2 which insreased in num-
have nlso witnessed subztan-
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‘time decrense in the business Eopu!uﬁﬂn ars highlighted,
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ulation of the major divizion and of most of 1tz gubgroups is
little changed from 1948.

Business Turnover

Estimntes of tha number of new, discontinuad and trans-
ferrad business mre presented in fables 2 and 5. Sinee o
change in ownership of an existing firm is considersd n Husi-
ness tansfer, new buzinesses contain only those fimne which
are newly established, and discontinuences refer only to
business dissolutions. It shenld be smphasized that discen-
tinued buainesses rafer nob to failures aiona but to all firms
which go out-of business, regardless of renson., A atwdy based
on data for 1846% indicated thnt less than one-hslf of alt
business discontinuances ond oaly one-fourth of all busines
travsfors in that pericd were dispossd of by the original
owners in order to prevent or minimize a losa.

The difference between number of new husinesses and
the number of disgoatinued businesses gives the net change in
the numbar of operating fiems, Business transfers, ps noted
sbove, teflect only o chenge tn ownership and so have ne
effoct on the numbsr of opernting firms.

Almost the sarme numbear of pew buesinasses entared the
businesa population during sach of ﬂm{‘,’unm 1851 and 1052
but in tha firat half of 1953 the number formed vwas 6 peresnt
below the Jag through June total for the pravious year,
The number of discontinued businesses wrs alse about the
gpne i 105152 with the first 6 months of 1953 sbove the
firat half of 1852 by 4 percent. The 1951-562 lavel of new
busineszes wns nenrly 30 percani higher and of discontinued
busiheszes, sbout 5 pereant bigher then the 104021 aver.
nges—the only prewsr years for which such information js
ovailable, .

The year of most petive new firm formation wae 1946—-
o year of rapid postwar resdjusiment during which business
births od the average aumber in the postwar period by
abaut 50 percent. A net addition of more then 400,000
firms wos made to the business population in 1944,

Transfers versus new businesses

In generzl, year-to-yenr chenges in number of business
tennsfars correspond quite well 1o the changes in numbers of
new businesees. The rotic of new to trensferred businesses
nevertheless is subject to wide indvatry varizgtion. In 1932
for exeinple, new and transfarred businesses were aboni equu.i
for all industries combined; thiz balance wos also choraster-
istic of the service induatries but held truc in no cther major
industry division. In retsil trade transfers outnumbered
new businesses by nearly two to one, In oll other major
induztries, 8 new entreprenenr is more likely to catablish n
business then to acquire it by wansfer—ronging from § times
EE likel¥ in contract consiruction to 1% tanea as filcely in

An0ca.

Turnover rates

For selected major divisions the sonusl entry cnd dis-
continuancs rates—i. e., the nember of new and discontinued
businesges during the year per 1,080 firms in operntion nt
the beginning of the year—are shown for the peried 1840-53
in the chnrt on poga 13,

The years of vapid postwar growth as well as the net war-

etwoeen manufncturing dnd

Also apparent is the differenca
ar major industrial sectors of the business population

tha o

2, “Boiness Turmover ol Cowesed of Tolltrs,™ SULYEY A pril 17,
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with respect to these es. In brond perspeetive, how-
aver, the pisture is not too diffarent'ameng industry divisions.
In oll major industrics entry rates are subject to wider
swings than ore discontinusnce rates. It follows that the
pattern of change in the number of firme in pperation is more
affected by incronses or decreases in the rate of new flrm
formation then through chepges in business dizcontinwance

ratos, .

As would be epected, the chonges from one year to an-
other in the eny rates tend to be opposite from the move-
ments in disgontiouance rates, henes the impact of these
changes is additive fu their effect on movements in the num-
bher of firme in operation. The chort also snggests that the
Ievels at which new and discontinuanee rates tend to be
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equal—or the “sustaining” twenover rates—do ot chonge
much over time hut vary considerably by industry.

Tndustry differences in sustaining turnover rates appear
to be directly related (o lhe comparative coze of entry into
these industrics and to the reletive smsitivity of industries
to changes in business conditiens.  Othar Lhi? being squal,
it would sppear thot the chances of survival are genoraliy
hetter in indusiiies with low susteining turnover rates.

A fair estimate of snstaining turnover raites moy be ab-
tained by averaging the entry ond discontinuanes rales for
1952—a year of comporative stability in the bosinesa popu-
lation, examining these ates, it should bhe beinoe in
mind thot tumover rntes also vory considerably by size of
firm, nnd that excepliomally high sustaining turnover rates

+ Table $—Number of Flrms in Operation June 3 snd Dec. 21 by Detoiled Indusgry, 144-51
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msy indicate indostriss in which small businesses predomi- The susteining turnover rate for manufacturing as e whole
nate as well a2 industrica in which the risk ia quite high. is only alightly higher than that found for industrias

Among the major industry divisions, contract eonstroe-  combined. Singe memufacturing i vsually found highly
tion has by far the highest sustaining turnover rete, 146 per  respomsive to changes in Businesa conditions, the rate Is
thousend, and the finance division by f{ar the lowest, 2.  surprisingly low and is probably a reflasction of the com-

The postwar demand for constraction hay hesn very parativel size of blie aversge manufacturing concern.
and the consiruction division is alse cheracterized by  Amenp the manufsctwing groups, lumber sppeara excep-
numerous small sonesrna, tionally volatile, the sustaining rate for apparel manufnstvring

The sustaining Gwnover rata for the transportation ie the next highest smong the manufacburi upse.
division, 122, is aleo compnaratively high. It should be Elrmfmg ‘“;‘d p%ﬁqhng;n.nd aod “'é‘ikmdm‘d P:I:-"m‘fmﬁoﬁw
remembered thet although’ this industry divisin includes 1% owmu ;;mt-a.nnug Urpaver rates smong ihe manuioc-
e oo et s WSimg Sonca pveibmnato vy Kota trade and the sarvice indusrien have the sams
numier. : {Continved on puge 24}
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Table E.—Pmuige THairibution of Matlonal Inconre Originating

ta Business, 1951-%8
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Both the improvament, in the nine-menths’ tetals and the
decline aftey mid-1953 were widespread wmong the various
manufacturing industries. In the nine-months' conuparisons
the cutstanding relotiva increases, Tanging from one-fourth to
one-half, occurrad in the me metal product groups,
which in 1052 bhad been adversely affected by the mid-
summer steel atrike. However, thers ware also sizable gaina
in other manufacturing .ﬁ'oupa. They epproximated one-
fifth in textiles and u.p?m. , tabacca, leather, and stone, eloy
and glass. In most of the other md'ustries, inecreases from 5§
to 10 percent wern the rule.

The sseond-to-third quartar manufacturing decline cannet
be inlerpreted clearly on an imdusirial basis beenuse of ihe

Faoonry 1954

Table 4. =Lorpprabe Frofits Befors Tax, by Miajor Industrics,
DQuarterly, 1952-51
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difficulty of mensuring seasonal influences. It iz probahbl
of signiticance, however, that profits in each of she durable
gvmdgm induztriez declined and that the largest pamnu’::ﬁg
veduetions pecurred in this prea, In rontross, some of
nondurable groups incrensed their profite over the second
quarter and the declines that were registered were ralatively
moderate. For nondurabla manufscturing industries s a
whola, third quarter profits were maintained nppmﬁmubelg
the durab

- ab the seeond quarter level, wheress profits in

g00ds sector were off one-fifth.

Recent Business Population Movements
. {Cantinued frem puage 18)

stztaining turnover retes. Within thess two divisiony the
highest rates are found among new and used cor d
applisnce and radio dealers, eating and drinking places an
amusements other than nwotion pictwes, whila excaptionslly
low rates ocear in goneral merchondise, drug stores and
havdwars stores. The rangs io turnover roies smong the
sorvice proups iz comparatively small.
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